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The SGN Board Assurance Statement supports the SGN
RIIO-GD2 Business Plan and supporting documentation

Safe and eﬃcient
Shared net-zero future

“Our RIIO-GD2 Business Plan has
been reviewed exstensively by
customers, stakeholders,
independent experts, the
customer engagement group
and the SGN Board. This has
contributed to an ongoing
process of development and
reﬁnement to ensure that our
Plan is in the best interests of
current and future customers.”
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BOARD ASSURANCE STATEMENT

1 Board Assurance
We, the Board of Directors of SGN, conﬁrm that we have taken collective ownership for the strategy and direction of the
Business Plan. We fully support the Plan submitted; and have taken responsibility for assessing whether it is accurate, robust,
ambitious, eﬃcient and ﬁnanceable, and that it is in the interests of, and represents good value for, both existing and future
consumers.
We have been engaged at all stages of the development of SGN’s RIIO-GD2 Business Plan, in doing so, we have had an active
involvement in deﬁning the assurance framework that has been applied throughout. This process has been managed by an
independent team reporting directly to the Board. It is this robust quality assurance process which underpins our assurance
statement and submission of our Plan.
Through a detailed internal review and challenge process supported by extensive third-party assurance we have ensured the
accuracy and completeness of our Plan. Given the long-term challenge of delivering decarbonisation, and its importance to our
customers, we need to ensure that the Plan is ambitious and sustainable. To deliver this, our Plan has to be ambitious in its
delivery in the RIIO-GD2 period, and to provide an appropriate cost of capital that will support long-term investment. Our
Business Plan, together with our cost of capital working assumptions achieves this.
Our Plan has been developed through extensive consultation with customers and stakeholders to create ambitious and
sustainable outcomes that we, the SGN Board, and the senior management team will be proud to deliver.

As a consequence, we are satisﬁed that our Business Plan submitted on 9 December 2019 is:
●

●

●

●

●

●

In the interests of both existing and future customers and represents good value for money
● The priorities of our customers and future customers run throughout our Plan, informing our decision making and
the outcomes that we will deliver. We have tested our Plan directly with customers who have conﬁrmed high levels
of acceptability and value for money. We have also beneﬁted from the challenge and scrutiny provided by the
Customer Engagement Group (CEG).
Accurate, unambiguous, complete, concise and contains high-quality information
● In developing our Business Plan there has been a robust process in place to ensure the accuracy and quality of
information in the Plan. That has been supported through a clear governance structure with a direct line of sight
from the Board down to the price control team to deliver a high quality Plan.
Robust, including the quality assurance process
● The development of our Plan involved extensive detailed analysis, based on known engineering data, associated
workloads and resource requirements. Our Plan has been through robust internal challenge from each member of
the Executive to support the provision of high-quality information and ensure that our outcomes are deliverable.
Our Plan has also gone through an extensive internal and external four ‘lines of assurance’ process with all major
components of the Plan subject to an independent assurance process.
Ambitious
● We worked with our customers to specify a range of enhanced services that deliver ambitious outcomes to meet
expectations at a price customers' are prepared to pay. Our levels of ambition are driven by our customers, with
their particular focus on the challenge of decarbonisation, the environment and vulnerable customers. These are
ambitions that the Board shares.
Eﬃcient
● In RIIO-GD1 we have delivered strong eﬃciency savings on which we base our RIIO-GD2 Business Plan and deliver
long-term value to customers through lower bills. Building on this, we are committed to delivering a further £76m
productivity gains in RIIO-GD2, a rate three times the national average forecast by the Bank of England. We
believe that this will maintain our position among the most eﬃcient networks in the sector.
Financeable
● We can also conﬁrm that using Ofgem’s working assumptions, we consider our Plan to be ﬁnanceable on a
notional and actual basis (noting, however, our reservations on the Ofgem working assumptions in section 5.6
below).

The remainder of this Board Assurance Statement sets out the level of
assurance provided by our Board. In doing so, it provides an overview
of SGN’s governance structure (section 2), assurance framework
(section 3), challenge and review process followed (section 4), and
evidence and assurance provided to us (section 5), upon which we
relied to reach the above conclusions.
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2 Governance
SGN operates in line with the Wates Corporate Governance Principles for Large Private Companies and has in place a wellestablished and eﬀective set of policies and procedures that cover corporate governance, internal control and risk
management.
In line with this, the development, assurance and acceptance of our Business Plan has been carried out under a clearly
structured governance framework:

SGN Board of Directors

Finance Committee

RIIO-GD2 Ring-fenced Board meetings

Executive Sponsors for RIIO-GD2 Deliverables

Executive Committee RIIO-GD2 Steering Group

RIIO-GD2 Price Control Team

Assurance Framework
First Line Assurance

Second Line Assurance

Third Line Assurance

Fourth Line Assurance

The activities conducted under this framework were determined in consideration of Ofgem’s Data Assurance Guidance (DAG),
Ofgem requirements set out across the RIIO-2 Sector Speciﬁc Methodology Decision (SSMD) (dated 24 May 2019), the RIIO-2
Business Plan Guidance (last updated 31 October 2019) and Ofgem’s letter of 4 June 2019. We describe the role played by
each component part of the framework below.

Board of Directors
As SGN’s Board, we took collective responsibility for the Business Plan from the outset. This involved providing leadership and
oversight, setting standards and giving strategic direction.
Prior to giving our ﬁnal approval, the Business Plan was a recurring agenda item at Board meetings from May 2017 onwards.
Over a number of Board meetings and calls, we reviewed, challenged and approved the RIIO-GD2 Assurance Framework set
out in section 3 below. Then on 20 November 2019, we dedicated a further Board meeting to undertake a detailed review of
the assurance work completed to provide us with conﬁdence in the Business Plan.
Details of RIIO-GD2 Board focused meetings during 2019 are set out in the table below.

GD2 Board
Focused Sessions

GD2 Bi-/Weekly
Board Calls

GD2 Sub-Committee
Meetings

GD2 Board
Assurance Meeting

GD2 Finance
Committee Sessions

Number of
Meetings in 2019

10

9

6

1

5

Number of Meetings
attended by the Chair
of the CEG 2018-2019

3

-

2

-

-
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Independent Directors

RIIO-GD2 Price Control Team

As members of the Board, our non-executive directors have
played an active role in the development of both the
Business Plan and assurance process. The two independent
directors ratiﬁed the appointment of our CEG chair, Maxine
Frerk. One of our independent directors has carried out an
ongoing liaison role with the CEG, including regular
interactions with the Chair. Both independent Directors drew
on their knowledge and experience to critically assess the
proposals put forward, ask questions to ensure that the Plan
and associated costs have been tested for accuracy,
ambition and eﬃciency.

Day to day management of the planning process was
provided by SGN’s RIIO-GD2 Price Control Team, which was
tasked with working with business teams, internal experts
and external advisers to develop the Business Plan.

Finance Committee
Our Board Finance Committee, which includes
representation from one of our independent directors,
focussed on ﬁnanceability during the development of our
Business Plan. This was an Agenda item on ﬁve occasions
since March 2019; however, ﬁnanceability formed part of the
RIIO-GD2 Committee discussions since set up in May 2017.

Executive Committee: RIIO-GD2 Steering Group
From May 2017, our Executive Committee had RIIO-GD2
ring-fenced Meetings, to resolve strategic and directional
issues to ensure progress and to recommend options for
Board approval.
Executive Sponsors were assigned to each deliverable
workstream and were responsible for: management, risk
assessment, assurance of the delivery of their suite of
outputs and conﬁrming that their work and the supporting
assurance actions had been fully completed, to support the
submission of the Business Plan.
The Executive Committee was required to review the ﬁnal
Business Plan and assurance work conducted in order to
provide a formal assurance statement to the Board
conﬁrming that they were satisﬁed that the Business Plan is
accurate, robust, eﬃcient and ambitious and that it is in the
interests of, and represents good value for money for
consumers. Three dedicated RIIO-GD2 Executive Committee
Steering Group meetings were held in October and
November for this purpose.

A detailed programme of work was created and crossreferenced with Ofgem’s RIIO-GD2 Framework Decision,
Sector Speciﬁc Methodology Decision, Business Plan
Guidance and other relevant guidance to ensure that all
minimum requirements have been addressed by the
programme.

Assurance Framework
An Assurance Framework was put in place to provide
assurance in relation to the development of the Plan and, in
line with our programme, an Assurance Team was set up in
July 2019 independent from the existing RIIO-GD2 Price
Control Team to review, challenge and co-ordinate the
assurance approach. Overall responsibility for this work was
assigned to SGN’s Director of Legal and Compliance and
Group Company Secretary, who is independent from the
RIIO-GD2 Price Control Team. The Assurance framework is
described in more detail below.

Board Approval
Throughout the process, all members of the Board
endeavoured to exercise fair and independent judgment,
having regard to (i) the long-term consequences of the price
control process, (ii) the interests not only of our
shareholders, but also other stakeholders including our
customers, employees, suppliers, and the broader
community in the regions in which we operate, and (iii) the
need to maintain a reputation for high standards of business
conduct.

After due and careful consideration, taking account of
all of the above, we passed a resolution at Board
meeting on 5 December 2019 to approve our
Business Plan and its submission to Ofgem.
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3 Assurance Framework
Risk Assessment: In accordance with Ofgem’s Data Assurance Guidance (DAG), SGN has implemented risk-based controls to
assure the accuracy of the information contained within the Business Plan. This was supported by our well established
comprehensive Risk Management Framework, enabling us to review the nature and extent of risks and the eﬀectiveness of the
risk management programme.
Level of Assurance: Strategic level Business Plan risks were identiﬁed at an early stage and monitored at regular intervals
throughout the planning process. Developing risks and issues, meanwhile, were identiﬁed and escalated over the course of the
process in accordance with SGN’s Risk Management Framework. The controls implemented in response to these risks involved
four ‘lines of assurance’, as outlined below.
Accountability: Each Executive Sponsor was made accountable for their work stream implementing a structured assurance
process for all the data that they were responsible for. This accountability was supported by each work stream appointing a
nominated Assurance Lead, who reported progress and issues to the Executive sponsor. A programme-wide Accountability
Matrix reﬂected these accountabilities.

First Line Assurance (Day-to-Day)

Third Line Assurance (Independence)

SGN has an existing internal Data Assurance
Process for all submissions to Ofgem, which it
has complied with as part of the ﬁrst line
assurance. This is managed within a dedicated
compliance application (i-comply) where a
record of all authorisations and supporting
documentation are held for audit purposes.

Throughout the development of the Business Plan,
independent external consultants were engaged to support
and help mitigate risk in speciﬁc areas. They provided
advice, feedback and challenge to the deliverable owners
and Executive Sponsors; with Frontier Economics and Ove
Arup & Partners being embedded with business teams to
assist with the development of a robust Business Plan.

For the RIIO-GD2 Submission, every Appendix,
Cost Beneﬁt Analysis (CBA), Engineering
Justiﬁcation Paper (EJP) and Business Plan Data
Template (BPDT) was submitted through icomply, to ensure the accuracy of information
prior to its inclusion in the ﬁnal Business Plan.

Further challenge was provided by our CEG, on whether
our Plan truly reﬂected the stakeholder and customer
insights generated during our engagement to develop the
Plan.

The Business Plan was developed by internal
experts and, where appropriate, plan deliverables
were peer reviewed to achieve ﬁrst line
assurance.

Second Line Assurance (Oversight)
To ensure consistency, the Plan was developed
with oversight from specialists within the RIIOGD2 Price Control Team who provided feedback
and challenge both on an ongoing basis and
through targeted RIIO-GD2 workshops. These
were held monthly in 2018 and then fortnightly
from January 2019 onwards to manage cross
plan inputs and dependencies, and provide cross
functional challenge.
Executive Sponsors were accountable for signing
oﬀ ﬁnal submissions as complete.
We appointed an internal Assurance Team in July
2019 to review, challenge and co-ordinate the
assurance approach. In addition, Internal Audit
tested a variety of external consultant and
assurance provider activities to ensure that they
were in line with their agreed scopes of work.

In developing our customer research programme we
worked with independent research experts (Impact
Research and DJS Research) to ensure we received high
quality insights from our customers. CEG feedback was
acted upon when designing further sessions, to gain the
most eﬀective insights. SGN’s Stakeholder Advisory Panel
provided feedback on key documents. A full programme of
stakeholder engagement to cover all key elements of the
Business Plan was delivered, with independent facilitation
and reporting from 3KQ Ltd.
All points raised by both the CEG and Ofgem’s RIIO-2
Challenge Group (CCG) were recorded, considered and,
where appropriate, amendments made to the Business Plan.

Details of the consultants and advisors utilised
in the development of each part of our Business
Plan can be found in the assurance section at
the end of each Appendix.

Fourth Line Assurance (External)
Finally, we utilised independent external providers to
undertake detailed and wide-ranging reviews of our
Business Plan, focusing particularly on the higher risk
elements. The purpose of the independent assurance was
to provide specialist review and independent feedback;
with this being used to provide us with assurance and
conﬁdence in the quality of the submission, prior to signoﬀ.
For the fourth line assurance we appointed: Gartner; PwC
and Ove Arup and Partners to support. Clean teams and
information barriers where put in place where the same
external provider were engaged to conduct third and fourth
line assurance activity.
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4 Board Challenge and Review
The review and challenge process led by the
Board focused, in particular, on the following
questions:
1.

Is the Business Plan in the interests of both
existing and future customers and does it
represent good value for money?

2.

Is the Business Plan accurate, unambiguous,
complete, concise and does it contain highquality information?

3.

Is the Business Plan and quality assurance
processes robust?

4.

Is the Business Plan ambitious?

5.

Is the Business Plan eﬃcient?

6.

Is the Business Plan ﬁnanceable on a
notional and actual basis?

Highlights of our Plan
We are proud to deliver an essential public service and we
recognise this comes with important responsibilities - to our
customers, our communities and the environment as we drive for
net-zero by 2045. Our Plan is rigorous, ambitious and deeply
aligned to customer and stakeholder needs. We understand their
priorities and preferences and we are conﬁdent we will be
delivering extra value for our customers by:
•
•
•
•
•
•
•

Reducing our share of customer bills by 10% in Scotland and
6% in Southern based on our cost of capital proposals
Proposing to build the UK’s ﬁrst 100% hydrogen network to
heat customers’ homes
Reaching net-zero faster by matching Scotland’s 2045 ambition
across both our networks
Investing to maintain our high standards of safety and
resilience, cyber and physical security
Helping 250,000 customers in vulnerable circumstances and
delivering ﬁnancial beneﬁts of £40 million
Providing a better than 9 out of 10 service to customers,
maintaining our award-winning standards
Delivering excellence through innovation and eﬃciency,
reducing like-for-like costs by 4.5%.

Customers have recognised the beneﬁts of the activities in our
Plan, with 92% of customers in Scotland ﬁnding our Plan
acceptable in testing and 86% of customers in Southern.1

As part of our ﬁnal review of the Business Plan, each Executive Sponsor and fourth line
external assurance provider attended our dedicated assurance Board meeting, to present and
discuss the work undertaken to provide conﬁdence and assurance on the deliverables for
which they were accountable.
This allowed us to test the plan against the Business Plan Guidance and associated costs for
accuracy, ambition and eﬃciency to ensure it is in the interests of, and represents good value
for, both existing and future customers and that it is ﬁnanceable.
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5 Evidence and Assurance Provided
An overview of the evidence and assurance provided in response to these questions is set out below.

1. Is the Business Plan in the interests of both existing and future customers and does it represent
good value for money?
Interest of Consumers

Good Value for Money

The priorities of our customers and future customers run
throughout our Plan. There has been eﬀective
engagement with customers, stakeholders and our CEG,
and the diverse priorities and needs of all our customers
have been considered in developing the Business Plan,
including existing, future and vulnerable customers, as
well as business users across both our operating
networks.
● In total, we collected the views of more than 23,000
individual stakeholders, customers, future customers and
customer representatives through workshops, panels,
roundtables, research, customer interactions, focus
groups and other face to face meetings. From this
stakeholder engagement, Customers told us they have
seven priorities. Our Plan is built on these priorities,
brought to life in three strong customer commitments
that run through and underpin our Plan: We will make a
positive impact; we will deliver a safe and eﬃcient
service; and we build a shared net-zero future.
● We received and reviewed all feedback from the CEG and
CCG and their challenge, together with our customer
feedback, played a key part in the planning and delivery
of our Business Plan.
● All points raised within feedback received from both the
CEG and CCG were logged and responses sought from
responsible business owners to enable the Plan to be
clariﬁed or updated, where necessary.

● We also believe that the Business Plan represents good
value for money and builds on our excellent track record in
RIIO-GD1. Under SGN’s cost of capital assumptions1 our
RIIO-GD2 Plan delivers a real reduction in our share of
customer bills of 10% in Scotland and 6% in Southern.

●

A summary of changes made as a result of CCG
feedback and the rationale behind these can be
found in the accompanying appendix to our
Business Plan

● Value for money was a key consideration during
development of the Plan. In support of our no regrets
investment strategy, over 130 Cost Beneﬁt Analysis (CBAs)
were conducted and submitted for all proposed
investments over the value of £0.5m, which is well below
Ofgem’s threshold of £2m. This enabled us to cover the
majority of capital and replacement expenditure through a
detailed engineering justiﬁcation paper and CBA.
● Willingness to pay research was conducted among
customers who told us that they are prepared to pay for
some enhanced services, in particular for the environment,
future energy solutions and vulnerable communities and we
conﬁrm that these are reﬂected within our Business Plan.
Acceptance of our Plan
● The results of our independent customer and stakeholder
acceptability testing on the Plan submitted in October,
demonstrated strong support when our Plan was explained
to our customers:
● 92% domestic customers in Scotland and 86% in
Southern ﬁnd our Plan acceptable. For our SME
customers, 95% in Scotland and 92% in Southern ﬁnd the
Plan acceptable.
● Only 4% of domestic customers in Scotland and 6% in
Southern disagreed with the statement that ‘our Plan
represents good value for money’.

Fourth Line Assurance
● External specialists at PwC reviewed our Stakeholder Engagement Strategy. They assessed it against the PwC
Stakeholder Framework, Ofgem’s Business Plan Guidance on giving consumers a stronger voice and Ofgem’s
guidance for ongoing stakeholder engagement. They also considered whether stakeholder engagement had
supported SGN when taking into account the interests of both existing and future customers. PwC concluded
that there was:
‘Good evidence of SGN engaging with stakeholders on the right topics and in a meaningful way. Range of
engagement mechanisms adopted and longer-term issues/future customer views covered’.
● External specialists Ove Arup and Partners reviewed our OPEX, REPEX and CAPEX, as well as Energy Futures
and Innovation appendices. They considered whether SGN’s plans are in the interests of existing and future
customers and represent good value for money and in doing so took account of the CBAs conducted during
the planning process. Arup conﬁrmed in regard to our Repex plans that:
‘There is evidence of extensive engagement with a wide group of stakeholders. SGN has incorporated
stakeholder feedback, whilst ﬁnding a balance that acknowledges the uncertainty associated with the future
of the gas network. CBAs and EJPs prepared by SGN support decision making and ensure value for money.’

1

As set out in more detail in Financeability Appendix 004
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2 Is the Business Plan accurate, unambiguous, complete, concise and does it contain high-quality
information?
In developing our Business Plan there has been a robust
process in place to ensure the accuracy and quality of
information in the Plan. That has been supported through
a clear governance structure with a direct line of sight
from the Board down to the price control team to deliver a
high quality Plan.
● The planning and drafting process was managed by a
dedicated RIIO-GD2 Price Control Team, including
continuous assessment against the evolving Ofgem
Business Plan Guidance (BPG) (and in particular the
guidance contained in Appendix 1) to ensure that it is
complete. In keeping with the BPG, the Business Plan
includes detailed information on how we propose to
(among other things) give customers a stronger voice,
promote safety and resilience, deliver an environmentally
sustainable network, enable whole system solutions,
promote competition, innovation and eﬃciency, address
shrinkage, help vulnerable customers and plan for the
decarbonisation of heat. The development of the
proposals was also monitored by the Price Control team
and external drafting specialists to ensure that they are
clearly and concisely explained and reﬂect consumers’
priorities and aspirations.

● Cost estimates were developed with the assistance of
third-party experts, to verify their accuracy. This included
each named transmission project and programme with a
value over £0.5m that had a feasibility study conducted by
an external design house with local knowledge and
experience.

● Specialist external consultants were utilised to advise,
review and challenge on many elements of the Plan. Ove
Arup and Partners conducted a full review of Opex, Capex
and Repex draft papers against the Ofgem Business Plan
Guidance, followed by ongoing engagement with us to
close any gaps.

● A ﬁnal review of all papers was then conducted,
including Engineering Justiﬁcation Papers (EJPs), Cost
Beneﬁt Analysis (CBAs), Appendices and the Business
Plan to ensure that information had been accurately
translated from the technical papers to the
appendices, through to the Business Plan and that
there are no inconsistencies between papers.

●

● In compiling SGN’s Business Plan Data Tables, due account
was taken of the various revisions made to the draft tables
between their March 2019 publication and the present.
PwC conducted a detailed review of the Business Plan
Data Tables to identify any errors or omissions and ensure
that they have been completed in accordance with
Ofgem’s requirements. In doing so, PwC took account of
the changes to the draft tables in providing assurance as
to their accuracy.
● Underpinning all of this was the DAG process, with papers
for inclusion prepared by subject matter experts in line
with documented methodology statements, which were
reviewed and signed-oﬀ by management. Completed
submissions were then signed oﬀ by responsible Executive
Sponsors.

Fourth Line Assurance
● All Business Plan Data Tables were risk assessed by external consultants (PwC) and those assessed as ‘high’ or
‘medium’ risk were independently reviewed by the consultancy. Any discrepancies were reported and after
remediation the tables reviewed for a second time to ensure accuracy of the ﬁnal submission. PwC stated that:
‘This has resulted in a good level of evidence being available and fewer ﬁndings being raised in
comparison with other Utilities companies where we have performed similar work.’
● A separate ‘clean’ team at Ove Arup and Partners were employed to conduct a due diligence review of all
OPEX, CAPEX, REPEX, Innovation and Energy Futures Appendices included in the ﬁnal draft. As part of this
they were required to consider Ofgem’s requirement that the Plan contain accurate, high-quality and complete
information. The output of this concluded that:
SGN achieved ‘best practice’ in all papers reviewed, with ‘Extensive use of data to support a Plan that is
sourced and well evidenced - narrative is clear and messaging consistent.’
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3

●

Is the Business Plan and quality assurance processes robust?

The development of our Plan involved extensive detailed
analysis, based on known engineering data, associated
workloads and resource requirements. Our Plan has been
through robust internal challenge from each member of
the Executive to support the provision of high-quality
information and ensure that our outcomes are deliverable.
Our Plan has also gone through an extensive internal and
external four ‘lines of assurance’ process with all major
components of the Plan subjected to an independent
assurance process.

We have a strong record of delivery against our targets
during RIIO-GD1, as demonstrated by the published
information in our Annual Performance Reports.
● We have scrutinised and challenged evidence provided by
the Executive that the stretching targets set out in the
RIIO-GD2 Business Plan can be achieved.
●

● Business teams were challenged to ensure that the
Business Plan is robust, and that the company will be able
to deliver the proposals set out in the Plan. They were
required to:
● consider realistic targets, together with potential risks
that might aﬀect the company’s ability to deliver them;
and
● consider ways in which risks might be mitigated as
part of SGN’s broader strategy to ensure operational,
ﬁnancial and corporate resilience; and
● develop proposals in a co-ordinated manner between
planning and operational teams to ensure deliverability
at a local level.

● For example, workforce modelling was conducted to
analyse the impact of expected future workload on our
resourcing requirements and this was compared against
workforce forecasting commissioned from Energy and
Utility Skills which concluded that nearly 2,000 employees
would leave us during RIIO-GD2. Our Workforce Resilience
Strategy was subsequently developed to mitigate the
identiﬁed risks.
● Ove Arup and Partners were employed during drafting of
the Opex, Repex and Capex papers, focusing on critically
challenging each iteration to support the delivery of a
robust ﬁnal Business Plan.
● Over 130 CBAs and accompanying Engineering
Justiﬁcation Papers were prepared to test and support the
proposals contained within the Business Plan. As above,
the threshold set by SGN for conducting a CBA was
signiﬁcantly lower than the £2m required by Ofgem.
● Our Assurance Framework gives us conﬁdence that all
points raised by both the CEG and Ofgem’s RIIO-2
Challenge Group (CCG) were recorded, considered and,
where appropriate, amendments made to the Business
Plan.

Fourth Line Assurance
● Our IT Plan was reviewed by external consultants, Gartner, to establish if we are focusing on the right
investments, at the right level for the future and to validate anticipated expenditure in this area as a
proportion of the overall technology investment relative to peers. From this, Gartner reported that:
‘SGN’s GD2 Investment planning and provision estimates are within the target Gartner equivalent range’.
● Ove Arup and Partners ‘clean team’ were further requested to consider whether based on the material
reviewed by them, the Plan is robust.
They found that SGN had achieved ‘best practice’ in all papers reviewed with ‘Well evidenced and thorough
planning and review process with structures in place to ensure sign-oﬀ at appropriate levels.’
● PwC assessed the extent to which the EAP has been embedded within the Business Plan and uses a robust
methodology to assess the environmental impacts of the company’s network and Business Plan in RIIO-GD2.
They stated that ‘Robust analysis of environmental data was demonstrated and environmental concerns were
one of the key criteria considered as part of options appraisal (e.g. carbon beneﬁts included within cost
beneﬁt analysis).’
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4 Is the Business Plan ambitious?

● We worked with our customers to specify a range of
enhanced services that provide additional value at a price
they are prepared to pay. These services cover the
customer priorities of minimising our environmental
impact, developing future energy solutions and supporting
vulnerable customers.
● Research demonstrated that customers are prepared to
pay most for additional investment into minimising
environmental impact and ﬁnding energy solutions for the
future. We believe we have therefore set stretching
ambitions for those customer priorities, while continuing
to maintain other important levels of safety, reliability and
service at an aﬀordable cost.
● Our EAP demonstrates our vision beyond RIIO-GD2,
linking to the United Nations Sustainable Development
Goals. Although our businesses are located in England and
Scotland, we propose our whole business is aligned to
meet Scotland’s more ambitious net-zero target of 2045.
SGN is the only utility company taking part in the ﬁrst year
of the Carbon Trust Climate Leadership Framework.

● Points raised by the CEG and CCG on the ambition of
our proposed targets were considered and assessed
as deliverable, our Plan adjusted accordingly. For
example:
● customers and stakeholders provided feedback
that we should focus more eﬀort on leakage
reduction and as a result we have included an
accelerated Tier 1 replacement pipe programme
above that mandated by the HSE.
● we were asked to reconsider our target for
biomethane connections and as a result these were
increased from 400,000 – 450,000 household
equivalents.
● extensive stakeholder engagement on fuel poor
network connections has also led to our initial
targets of 5000 in Scotland and 1000 in Southern
being revised to 13,000 in Scotland and 5,000 in
Southern.

● We established a new strategic priority at our Board to
push the frontiers of the decarbonisation of heat and our
objectives for RIIO-GD2 are ambitious. In our Business
Plan we have set out how we propose to support the UK
government's decision making on the decarbonisation of
heat with ambitious plans to deliver secure heat, with least
disruption and lowest cost to future customers. Our
proposals were reviewed by DNV GL.

Fourth Line Assurance
● Our revised Environmental Action Plan was reviewed by PwC against Ofgem’s Environmental Objectives.
PwC’s scope required that they also consider whether the Plan is ambitious, and both the Plan and associated
costs were tested to assure this, including an options analysis to identify value for money impact reduction
initiatives. PwC concluded that:
“Overall, we considered that SGN’s EAP has met, in all material respects, the Minimum Levels of Ambition,
and has in many cases demonstrated ambition levels beyond what is set by Ofgem”
● Our proposals for innovation and future energy system transition were reviewed by Ove Arup and Partners.
Similar to PwC, Arup’s scope required that they also consider whether the Plan is ambitious, and both the Plan
and associated costs were tested to assure this.
Arup concluded that our Innovation and Energy Futures plans were judged to meet ‘best practice’ for all
assurance requirements. As regards ambition, they stated:
‘Demonstrating the scale of SGN’s ambition for GD2 has been approached both from a top-down strategic
direction and a bottom-up perspective. The approach also included testing and reassuring SGN’s ability to
deliver. We consider the appendices and the Business Plan provide clear and consistent narrative and key
evidence is brought in an appropriate level of detail to demonstrate SGN’s ambitions.’
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5 Is the Business Plan eﬃcient?

In RIIO-GD1 we have delivered strong eﬃciency savings on
which to base our RIIO-GD2 Business Plan and deliver
long-term value to customers through lower bills. Building
on this, we are committed to delivering a further £76m
productivity gains in RIIO-GD2, a rate three times the
national average forecast by the Bank of England. We
believe that this will maintain our position among the most
eﬃcient networks in our sector.
● Our Business Plan takes as its starting point our existing
eﬃcient performance, which has been subject to
independent assessment in a number of areas. For
example: 2018/19 work management and business support
costs were benchmarked by Ove Arup and Partners; IT
costs throughout RIIO-GD1 were benchmarked by Gartner;
and Towers Watson conducted external analysis of our
labour costs.
●

● Frontier Economics provided specialist input in relation to
our benchmarking analysis. They reviewed our proposed
cost assessment approach and advised on its legitimacy
from a technical perspective. Frontier worked closely with
our internal benchmarking specialists to test the
robustness of our modelling, through which we assess our
eﬃciency over RIIO-GD1 to-date.
● Hargreaves Jones provided support and consultancy on
RPE’s and indices, while Arcadis and NERA Economic
Consulting produced an independent report for London
utilities on regional factors and associated productivity
implications of working in London. First Economics also
provided consultancy for the Energy Networks Association
(ENA) on productivity assumptions.

● One of the challenges faced by SGN, given the uncertainty
regarding the future of the gas sector, is ensuring that
investment now beneﬁts future customers. The Business
Plan, accordingly, is based upon a “no regrets approach”
to investment to ensure that capital is allocated in an
eﬃcient manner and our rigorous approach to CBAs
supports this strategy.
● Eﬃciency savings achieved during RIIO-GD1 as a result of
innovation have been incorporated into our RIIO-GD2
forecast prices and we believe that we have an ambitious
innovation programme for delivering eﬃciency beneﬁts in
RIIO-GD2. Works duration, size, disruption (traﬃc
management) and interruption are all key criteria which
we are planning to reduce through innovation in RIIO-GD2.
● On a like for like basis, in RIIO-GD2 Totex averages
£563m p.a. which is broadly in line with the ﬁrst 6
years of RIIO-GD1. This incorporates additional cost
pressures of £17m p.a. which have been largely
absorbed by productivity savings of £15m p.a.
Customers expressed an overarching priority that we
keep costs down and the CEG challenged us to
increase our ambitions on eﬃciency. In response, we
increased our productivity target from 0.6% in the
draft July Plan to 1%. This productivity target is three
times the productivity rate forecast by the Bank of
England and this means that at the end of the next
price control, we plan to save customers £76m relative
to today. In addition, we have listened to our
customers and are proposing to deliver additional
outputs in RIIO-GD2 at a cost of £54m per annum.

Fourth Line Assurance
● Levels of proposed IT expenditure were independently assessed by Gartner against like for like companies i.e.
UK asset-based utilities.
They stated that:
‘Going forward, SGN should be able to continue to drive cost eﬃciencies through the move to cloud,
applications rationalisation and through improvements in network circuit costs being delivered in GD1.’
● Ove Arup and Partners conducted a due diligence review of all OPEX, CAPEX, REPEX, Innovation and Energy
Futures Appendices. Their scope required that they consider whether the Plan is eﬃcient, and that both the
Plan and associated costs were tested to assure this.
They conﬁrmed that our Opex, Repex and Capex plans ‘demonstrate eﬃciency’ and concluded for our
Innovation and Energy Futures plans:
‘We consider SGN have relied on robust processes and a variety of procedures to demonstrate the eﬃciency
of the proposed programme. Proposed costs have been developed from internal benchmarking, and external
support has been sought to validate the plans in a number of areas.’
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6 Is the Business Plan ﬁnanceable on a notional and actual basis?

We have set out our views on Ofgem’s ﬁnanceability
methodology and SSMD working assumptions in Chapter 18
and Appendix 004 of the Business Plan, including a critique
of Ofgem’s assumed cost of equity, cost of debt, notional
gearing and assumed outperformance wedge.
Without prejudice to those views, the Board have considered
the ﬁnanceability of the overall Business Plan under both the
notional and actual structures under Ofgem’s working
assumptions. We have done so based on an allowed return
of 4.3% plus Ofgem’s assumed outperformance wedge of
0.5%, giving an expected return of 4.8%. We have also
reviewed the supporting independent assurance undertaken.
For the purposes of assessing ﬁnaceability the Board has
considered a minimum credit rating of BBB+/Baa1 for the
notional company and BBB/Baa2 for the actual company.
In preparing the Plan, a detailed assessment was conducted
by the business, in consultation with external advisors to
assess its ﬁnanceability, including:
● Taking account of cost of debt, cost of equity, gearing, tax
liabilities, dividend policy, equity issuance, CPI indexation
and depreciation / capitalisation on both a notional and
actual basis.

● Detailed ﬁnancial analysis and stress testing to assess the
viability of the Business Plan over RIIO-GD2.
● Identifying mitigating steps that might be taken in
scenarios that were identiﬁed as having the potential to
place the ﬁnanceability of the Business Plan at risk.
● Engagement with ﬁnance stakeholders involved in the UK
utilities industry to gather their views on various aspects
of the RIIO-GD2 regulatory methodology and current
market conditions. Fifteen detailed interviews were
conducted with subject matter experts including: UK and
international equity investors, equity analysts, debt
providers and credit rating agencies.
● Consumer engagement included a customer panel,
willingness to pay research and acceptability testing.
The ENA has commissioned expert support and reports on a
wide range of Finance areas including Oxera Consulting and
Nera Economic Consulting. PwC worked closely with us to
provide technical and editorial support to our Finance
submission; and Evercore and National Westminster Bank plc
assessed the ﬁnanceability of our actual company against
Ofgem’s working assumptions.

Fourth Line Assurance
● A ‘clean team’ of independent external advisors at PwC reviewed elements of the ﬁnanceability of the

ﬁnal Business Plan under both Ofgem and SGN’s assumptions, taking into account (among other
considerations): SGN’s historic ﬁnancing arrangements and its ﬁnancial resilience; SGN’s ﬁnancing
strategy for RIIO-GD2, including the identiﬁcation of associated risks; the target credit rating
thresholds; the ﬁnancial ratio calculations; the proposed qualitative ratings assessment; the application
of Moody’s/S&P/Fitch rating methodology; any changes made to the Business Plan, speciﬁcally to
improve ﬁnanceability; the consistency of scenarios with Ofgem guidance; the output of scenarios
compared to the rating agency comments on stress scenarios and Ofgem guidance on desired output
of downside scenarios.
Following their review PwC conﬁrmed that: ‘SGN calculations are consistent with Ofgem guidance.’
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